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San  Francisco  Airport  Commission 


San  Francisco  International  Airport 
San  Francisco,  CA  94128 

President  and  Members: 

The  Controller's  Audits  Division  presents  its  report  concerning  the  concession  audit  of  The 
Hertz  Corporation  (Hertz).  Hertz  operates  a  car  rental  service  at  the  newly  constructed  car 
rental  center  at  San  Francisco  International  Airport  (SFO)  under  a  five-year  agreement 
with  the  San  Francisco  Airport  Commission  (Commission)  starting  on  December  30,  1998. 

Reporting  Period:       January  1,  1999  through  June  30,  1999 

Fees  Paid:  $4,568,905 


Hertz  made  minor  errors  in  reporting  its  gross  revenues  and  paying  its  fees.  It  did  not 
report  gross  revenues  of  $535,062  for  some  rentals  and  overreported  gross  revenues  of 
$124,1 10  for  telephone  rentals.  As  a  result.  Hertz  underpaid  its  fees  by  $30,522  to  the 
Airport.  Because  Hertz  did  not  pay  all  its  fees  when  due,  it  also  owes  the  Airport  $2,272  in 
late  payment  penalties  as  of  November  30,  1999. 

Hertz's  response  is  attached  to  this  report.  The  Controller's  Audits  Division  will  be 
working  with  the  Airport  to  follow  up  on  the  status  of  the  recommendations  made  in  this 
report. 

Respectfully  submitted, 


Results: 


NORIAKI  HIRASUNA 
Director 
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INTRODUCTION 


The  Hertz  Corporation  (Hertz)  has  a  five-year  agreement  with  the  San  Francisco 
Airport  Commission  (Commission)  to  operate  a  car  rental  service  at  San  Francisco 
International  Airport  (SFO).  The  agreement  became  effective  on  December  30, 
1998.  On  that  date,  Hertz  began  operating  at  the  newly  constructed  rental  car  facility  at 
SFO.  The  rental  car  facility  is  intended  to  house  up  to  nine  on-airport  car  rental  companies 
in  one  facility  at  SFO  for  the  accommodation  and  convenience  of  airline  passengers  and 
the  public. 

The  agreement  requires  Hertz  to  pay  the  Airport  Department  (Airport)  the  greater  of  the 
minimum  annual  guarantee  or  ten  percent  of  Hertz's  gross  revenues.  During  the  audit 
period,  the  minimum  annual  guarantee  was  $8,122,900  or  $676,908  per  month. 

SCOPE  AND  METHODOLOGY 

The  purpose  of  the  audit  was  to  determine  whether  Hertz  complied  with  the  reporting  and 
payment  provisions  of  its  agreement  with  the  Airport.  To  conduct  the  audit,  we  reviewed 
the  applicable  terms  of  the  agreement,  and  the  adequacy  of  Hertz's  procedures  for 
recording,  summarizing,  and  reporting  gross  revenues.  In  addition,  we  tested  whether 
Hertz  accurately  reported  its  monthly  gross  revenues  and  correctly  paid  its  fees  in  a  timely 
manner. 

To  determine  whether  Hertz  accurately  reported  its  gross  revenues,  we  compared  the 
amounts  Hertz  reported  to  the  Airport  to  the  amounts  Hertz  recorded  in  its  monthly 
summary  records.  We  also  tested  a  sample  of  rental  agreements  to  verify  whether  charges 
were  properly  included  in  the  monthly  summary  records. 
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AUDIT  RESULTS 


HERTZ  MADE  MINOR  ERRORS  IN 
REPORTING  ITS  GROSS  REVENUES 
AND  PAYING  ITS  FEES 

From  January  1,  1999  through  June  30,  1999,  Hertz  reported  $45,425,300  in  gross 
revenues  and  paid  $4,568,905  in  fees  to  the  Airport.  However,  Hertz  did  not  report 
gross  revenues  of  $535,062  for  some  rentals  and  overreported  gross  revenues  of 
$124,1 10  for  telephone  rentals.  As  a  result  of  these  errors,  Hertz  underpaid  its  fees  by 
$30,522.  In  addition,  because  Hertz  underpaid  its  fees.  Hertz  owes  the  Airport  late 
payment  charges  of  $2,272. 

Hertz  Did  Not  Report  Its  Revenues  for  Local  Rentals 

From  January  1,  1999  through  June  30,  1999,  Hertz  did  not  report  revenues  of  $535,062 
for  local  rentals.  According  to  Hertz's  director  of  properties,  local  rentals  are  car  rentals 
made  to  airline  passengers  who  rented  a  vehicle  after  24  hours  of  arrival  at  SFO.  The 
agreement  defines  gross  revenues  as  amounts  Hertz  receives  from  vehicles  rented  at  SFO. 
However,  the  agreement  fiirther  defines  vehicles  rented  at  SFO.  One  of  the  additional 
definitions  of  a  vehicle  rented  at  SFO  is  the  rental  car  customer  is  an  air  passenger  who 
rents  a  vehicle  within  24  hours  of  arrival  at  SFO.  Hertz  has  interpreted  this  provision  to 
mean  that  if  a  customer  is  not  an  airline  passenger  or  the  customer  is  an  airhne  passenger 
who  waited  more  than  24  hours  to  rent  a  car,  those  rentals  are  not  gross  revenues  subject  to 
Airport  fees.  However,  according  to  the  rental  car  center  manager.  Airport  management 
determined  that  the  agreement  requires  Hertz  to  report  as  gross  revenues  any  amounts 
Hertz  received  from  any  vehicle  rented  at  SFO. 

Hertz  Overreported  Its  Telephone  Rental  Revenues 

From  January  1,  1999  through  June  30,  1999,  Hertz  overreported  revenues  of  $124,1 10  for 
telephone  rentals.  The  agreement  requires  Hertz  to  report  the  net  fees  it  receives  for 
telephone  rentals.  Hertz  has  a  subcontractor  that  rents  cellular  telephones  to  some  of 
Hertz's  car  rental  customers.  The  subcontractor  pays  Hertz  25  percent  of  the  revenues  that 
the  subcontractor  charges  its  customers.  Thus,  Hertz  is  required  to  report  the  amount  it 
receives  from  its  subcontractor.  Hertz  reported  to  the  Airport  the  subcontractor's  re\enues, 
which  totaled  $165,479.  Instead,  Hertz  should  have  reported  only  25  percent  of  the  total,  or 
$41,369.  As  a  result.  Hertz  overreported  telephone  rental  revenues  of  $124,1 10. 

Hertz  Underpaid  Its  Fees 

Because  Hertz  did  not  correctly  report  its  gross  revenues  for  local  rentals  and  telephone 
rentals,  Hertz  underpaid  its  fees  to  the  Airport  by  $30,522.  Since  Hertz  pays  the  greater  of 
one-twelfth  of  the  minimum  annual  guarantee  or  10  percent  of  the  gross  revenues  each 
month,  we  calculated  the  effects  on  Hertz's  underreporting  the  local  rentals  and 
overreporting  the  telephone  rentals  for  each  month  of  the  audit  period.  Table  1  summarizes 
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the  effect  on  fees  due  to  the  Airport  because  of  not  reporting  local  rental  revenues  and 
overreporting  telephone  rental  revenues. 


Table  1 

Over/Under  Payment  of  Fees 
January  1999  through  June  1999 


Over- 

Unreported 

reported 

Audited 

Over 

Reported 

Local 

Telephone 

Audited 

Fees 

(Under) 

Gross 

Rentals 

Rentals 

Gross 

Fees 

Payable 

Payment 

1999 

Revenues 

(Note  1) 

(Note  2) 

Revenues 

Paid 

(Note  3) 

of  Fees 

Jan 

$6,892,612 

$0 

$13,201 

$6,879,411 

$689,261 

$687,941 

S  1,320 

Feb 

6,505,328 

(105,729) 

0 

6,611,057 

676,908 

676,908 

0 

Mar 

7,459,619 

(82,466) 

44,797 

7,497,288 

745,962 

749,729 

(3,767) 

Apr 

7,835,032 

(89,535) 

24,367 

7,900,200 

783,503 

790,020 

(6,517) 

May 

8,020,189 

(113,061) 

22,868 

8,110,382 

802,019 

811,038 

(9,019) 

Jun 

8,712,520 

(144,271) 

18,877 

8,837,914 

871,252 

883.791 

(12.539) 

Total 

$45,425,300 

($535,062) 

$124,110 

$45,836,252 

$4,568,905 

$4,599,427 

($30,522) 

Notes: 


1 .  According  to  Hertz's  supervisor  of  properties.  Hertz  recorded  January's  local  rental  revenue  in 
February. 

2.  Hertz  reported  February's  telephone  rental  revenue  in  March. 

3.  This  is  the  greater  of  the  minimum  monthly  guarantee  of  $676,908  or  1 0  percent  of  the  audited  gross 
revenues. 

Hertz  Owes  Late  Payment  Penalties  for  Its  Underpaid  Fees 

Because  Hertz  underpaid  its  fees,  Hertz  owes  the  Airport  $2,272  in  late  payment  penalties. 
Hertz's  agreement  with  the  Airport  assesses  an  interest  penalty  of  1  Vi  percent  per  month 
for  any  fees  not  paid  when  due.  For  the  underpaid  fees  from  January  1 ,  1 999  through  June 
30,  1999,  we  calculated  that  Hertz  owes  the  Airport  $2,272  in  late  payment  penalties  as  of 
November  30,  1999. 


Recommendations 

We  recommend  that  the  Airport: 

•  Collect  from  Hertz  $30,522  in  fees  because  Hertz  underpaid  its  fees  from  January-  1 , 
1999  through  June  30,  1999  and  collect  $2,272  for  the  associated  late  payment  charges 
calculated  through  November  30,  1999. 

•  Require  Hertz  to  correctly  report  the  gross  revenues  from  local  rentals  and  from 
telephone  rentals  for  months  after  June  30,  1999. 
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We  conducted  this  review  according  to  generally  accepted  government  auditing  standards. 
We  limited  our  review  to  those  areas  specified  in  the  audit  scope  section  of  this  report. 

Staff:  Ben  Carlick,  Audit  Manager 
Pablo  Payumo,  CIA 
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RESPONSE  TO  THE  AUDIT 
THE  HERTZ  CORPORATION 
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rhe  Hertz  Corpornticn 


February  28,  2000 

Mr.  Ben  Carlick 

Audit  Manager 

Controller's  Office 

City  and  County  of  San  Francisco 

1  Dr.  Carlton  B.  Goodlett  Place 

Room  388 

San  Francisco,  CA  94102 


Dear  Mr.  Carlick: 

I  am  writing  in  response  to  the  draft  findings  letter  for  the  audit  of  the  Hertz  concession 
agreement  at  the  San  Francisco  International  Airport.  Our  response  is  as  follows: 

1.  Local  Rentals  -  As  you  point  out.  Hertz  had  a  different  interpretation  of  the 
concession  agreement  led  by  the  inclusion  of  the  24-hour  language  in  the  definition 
of  gross  revenues  section  of  the  agreement.  We  still  stand  by  our  interpretation  as 
correct  but,  in  the  interests  of  maintaining  our  good  working  relationship  v/ith  the 
airport  we  will  accept  your  findings. 

2.  Telephone  Rentals  -  We  will  accept  your  findings  and  the  credit  for  cellular  phone 
rental  overpayments. 

3.  Late  Fees  -  In  view  of  our  acceptance  of  your  audit  findings  regarding  local  rentals 
and  what  we  believe  to  be  a  valid  difference  of  opinion  regarding  the  interpretation  of 
the  lease  language,  I  would  like  to  request  that  the  late  charges  be  waived. 

Please  call  me  at  310/568-3459  to  discuss  release  of  the  final  audit  letter. 


Sincerely, 


Jerome  A.  Copelan 
Director,  Properties 


JAC/fa 
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cc:  Mayor 

Board  of  Supervisors 
Civil  Grand  Jury 
Public  Library 


CONTROLLER'S  AUDITS  DIVISION 


7 


